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and that the partnership has an elec-
tion in effect under section 754 at the 
time of the sale of the partnership in-
terest.

Example (1). A is a member of partnership 
ABC. ABC has three assets: a building with a 
fair market value of $2,000,000, equipment 
with a fair market value of $800,000 and good-
will. ABC has no liabilities. A has a one-
third interest in partnership capital and 
profits. A sells his partnership interest to D 
for $1,000,000. Under paragraph (b)(2) of this 
section, the fair market value of goodwill is 
deemed to equal the value that must be as-
signed to goodwill in order for the partner-
ship to distribute $1,000,000 to D if it were to 
sell all of its property at fair market value 
(in the case of goodwill, its assigned value) 
and completely liquidate after D’s purchase 
of A’s partnership interest. In order for D, a 
one-third partner, to receive a liquidation 
distribution of $1,000,000, the partnership 
would have to sell all partnership property 
for a total of $3,000,000. The fair market 
value of partnership property other than 
goodwill is $2,800,000. Therefore, goodwill 
must be assigned a value of $200,000 ($3,000,000 
¥ $2,800,000) in order for D to receive a liqui-
dating distribution of $1,000,000. Accordingly, 
D’s section 743(b) basis adjustment must be 
allocated under § 1.755–1 using a fair market 
value of $200,000 for goodwill.

[T.D. 8215, 53 FR 27044, July 18, 1988]

DEFINITIONS

§ 1.761–1 Terms defined. 
(a) Partnership. The term partnership 

means a partnership as determined 
under §§ 301.7701–1, 301.7701–2, and 
301.7701–3 of this chapter. 

(b) Partner. The term partner means a 
member of a partnership. 

(c) Partnership agreement. For the 
purposes of subchapter K, a partnership 
agreement includes the original agree-
ment and any modifications thereof 
agreed to by all the partners or adopt-
ed in any other manner provided by the 
partnership agreement. Such agree-
ment or modifications can be oral or 
written. A partnership agreement may 
be modified with respect to a par-
ticular taxable year subsequent to the 
close of such taxable year, but not 
later than the date (not including any 
extension of time) prescribed by law 
for the filing of the partnership return. 
As to any matter on which the partner-
ship agreement, or any modification 
thereof, is silent, the provisions of 

local law shall be considered to con-
stitute a part of the agreement. 

(d) Liquidation of partner’s interest. 
The term liquidation of a partner’s inter-
est means the termination of a part-
ner’s entire interest in a partnership 
by means of a distribution, or a series 
of distributions, to the partner by the 
partnership. A series of distributions 
will come within the meaning of this 
term whether they are made in one 
year or in more than one year. Where a 
partner’s interest is to be liquidated by 
a series of distributions, the interest 
will not be considered as liquidated 
until the final distribution has been 
made. For the basis of property distrib-
uted in one liquidating distribution, or 
in a series of distributions in liquida-
tion, see section 732(b). A distribution 
which is not in liquidation of a part-
ner’s entire interest, as defined in this 
paragraph, is a current distribution. 
Current distributions, therefore, in-
clude distributions in partial liquida-
tion of a partner’s interest, and dis-
tributions of the partner’s distributive 
share. See paragraph (a)(1)(ii) of § 1.731–
1. 

(e) Distribution of partnership interest. 
For purposes of section 708(b)(1)(B) and 
§ 1.708–1(b)(1)(iv), the deemed distribu-
tion of an interest in a new partnership 
by a partnership that terminates under 
section 708(b)(1)(B) is not a sale or ex-
change of an interest in the new part-
nership. However, the deemed distribu-
tion of an interest in a new partnership 
by a partnership that terminates under 
section 708(b)(1)(B) is treated as an ex-
change of the interest in the new part-
nership for purposes of section 743. This 
paragraph (e) applies to terminations 
of partnerships under section 
708(b)(1)(B) occurring on or after May 9, 
1997; however, this paragraph (e) may 
be applied to terminations occurring 
on or after May 9, 1996, provided that 
the partnership and its partners apply 
this paragraph (e) to the termination 
in a consistent manner. 

[T.D. 6500, 25 FR 11814, Nov. 26, 1960, as 
amended by T.D. 7208, 37 FR 20686, Oct. 3, 
1972; T.D. 8697, 61 FR 66588, Dec. 18, 1996; T.D. 
8717, 62 FR 25501, May 9, 1997]
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